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J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED

REPORT OF THE DIRECTORS

The directors submit their report together with the audited financial statements of J.P. Morgan
Securities (Asia Pacific) Limited (the “Company”) for the year ended 31st December 2021.

Principal activities

The Company is engaged in Corporate & Investment Bank related activities. The Company is
a Restricted License Bank with the Hong Kong Monetary Authority. It is also a Registered
Institution with the Hong Kong Securities and Futures Commission.

Results and appropriations

The results of the Company for the year ended 31st December 2021 are set out in the
statement of profit or loss and comprehensive income on page 7 to the financial statements.

The directors do not recommend the payment of a dividend.
Directors

The directors of the Company during the year and up to the date of this report were as
follows:

Gori, Filippo (Chief Executive)
Ho, Alan Yiu Tung (Aliernate Chief Executive)

Corea, Peter (Non-Executive Director) (Resigned on 30th June 2021)
Gil-Tienda, Rafael (Independent Non-Executive Director)
Barrable, Neil (Non-Executive Director) (Resigned on 30th June 2021)

Ray, Raj Tilak (Non-Executive Director)
Barbour, Roger (Non-Executive Director)

Maiya, P Murlidhar (Executive Director) (Resigned on 1st February 2021)
Geoel, Sudhir (Alternative Chief Executive) {Appointed on 29th March 2021)

Patel, Harshika (Non-Executive Director) (Appointed on 29th March 2021)

Thére being no provision in the Company’s Articles of Association for retirement by rotation,
all remaining directors continue in office.

Mr. Roger Barbour ceased to be Alternate Chief Executive and re-designated as Non-
Executive Director on 23rd April 2021.

Mr. Murli Maiya, Mr. Peter Corea and Mr. Neil Barrabie resigned as directors of the Company
on 1st February 2021 and 30th June 2021 respectively. They confirmed that they have no
disagreement with the Board and nothing relating to the affairs of the Company needed to be
brought to the attention of the shareholders of the Company.



J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED

REPORT OF THE DIRECTORS (CONTINUED)

Directors’ material interests in transactions, arrangements or contracts that are
significant in relation to the Company’s business

No transactions, arrangements and coniracts of significance in relation to the Company’s
business to which the Company, its fellow subsidiaries or its holding companies was a party
and in which a director of the Company had a material interest, whether directly or indirectly,
subsisted at the end of the year-or at any time during the year.

Directors’ interests in the sharés, underlying shares and debentures of the Company
or any specified undertaking of the Company

At no time during the year was the Company, its fellow subsidiaries or its holding companies
a party to any arrangement to enable the directors of the Company to acquire benéfits by
means of the acquisition of shares in, or debentures of, the Company or any other body
corporate, with the exception of the following:

JPMorgan Chase & Co. (“JPMorgan Chase”) granted long-term share-based awards to
certain employees under its Long-Term Incentive Plan (“LTIP"), as amended and restated
effective 15th May 2018, and subsequently amended effective 18th May 2021. During 2021,
JPMorgan Chase had granted restricted stock/unit awards under its LTIP. Under the LTIP,
stock options and stock appreciation rights (“SARs") have generally been granted with an
exercise price equal to the fair vaiue of JPMorgan Chase's common stock on the grant date.
JPMorgan Chase periodically granted employee stock options to individual employees. There
were no material grants of stock options or SARs in 2021, 2020, 2019 and 2018 to any
directors. SARs generally expire ten years after the grant date. Under the terms of the LTIP,
as of 31st December 2021, 82.7 million shares of common stock were available for issuance
through May 2025. The LTIP is the only active plan under which JPMorgan Chase is currently
granting stock-based incentive awards.

A restricted stock/unit award is the right to be vested in a specific number of shares of
JPMorgan Chase common stock on a specific date(s), provided that the employee meets the
grant's restriction requirements. The shares will vest based on the schedule in the Award
Agreement and are subject to the related Terms and Conditions of the award, including
continued employment. Employees granted restricted stock are shareholders and have
voting rights. During the vesting period, employees receive any dectared dividends on their
outstanding restricted shares at approximately the same time that JPMorgan Chase
distributes dividends to its shareholders. Employees with restricted stock units will receive a
cash payment from JPMorgan Chase equivalent to any dividends declared by the Board of
Directors of JPMorgan Chase; employees granted restricted stock units are not shareholders
and do not have any voting rights. During 2021, employees were granted restricted stock unit
awards rather than restricted stock. '

The purpose of the LTIP is to encourage selected key employees of JPMorgan Chase and its
subsidiaries to acquire a proprietary and vested interest in the growth and performance of
JPMorgan Chase. The plan also serves to atfract, retain and reward employees of
exceptional falent and permits JPMorgan Chase to respond in a flexible manner to the
changes within the financial services industry.

The above plans remained in place as at 31st December 2021,



J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED

REPORT OF THE DIRECTORS (CONTINUED)

Directors’ interests in the shares, underlying shares and debentures of the Company
or any specified undertaking of the Company {continued)

During the year ended 31st December 2021, all except one of the directors who held office
during the year held restricted stock units or common stock acquired pursuant to the above
arrangements.

Management contracts

There existed agreements for front office and back oifice services to be provided by group
companies to the Company under which costs are reimbursed and fees are payable. These
agreements can be terminated by either party giving not less than ninety days notice of
termination. :

Permitted indemnity provisions

During the financial year and up to the date of this Directors’' Report, there is a permitted
indemnity provision being in force for the benefit of the directors of the Company.

Auditors

The financial statements have been audited by PricewaterhouseCoopers who retire and,
being eligibie, offer themselves for re-appainiment.

On behalf of the Board

T T N

Director
Heng Kong, 28 April 2022



INDEPENDENT AUDITOR’S REPORT
TO THE MEMBERS OF J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED
(Incorperated in Hong Kong with limited liability)

Opinion
What we have audited

The financial statements of J.P. Morgan Securities (Asia Pacific) Limited (the "Company”),
which are set out on pages 7 to 64, comprise:

+ the statement of financial position as at 31st December 2021;
the statement of profit or loss and comprehensive income for the year then ended;
the statement of changes in equity for the year then ended;
the statement of cash flows for the year then ended; and
the notes to the financial statements, which include significant accounting policies and
other explanatory information.

Qur opinion

In our opinion, the financial statements give a true and fair view of the financial position of the
Company as at 31st December 2021, and of its financial performance and its cash flows for
the year then ended in accordance with Hong Kong Financial Reporting Standards
(“HKFRSs") issued by the Hong Kong Institute of Certified Public Accountants (“HKICPA”)
and have been properly prepared in compliance with the Hong Kong Companies Ordinance.

Basis for Opinion

We conducted our audit in accordance with Hong Kong Standards on Auditing (“HKSAs")
issued by the HKICPA. Our responsibilities under those standards are further described in
- the Auditor's Responsibilities for the Audit of the Financial Statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our opinion.

Independence

We are independent of the Company in accordance with the HKICPA's Code of Ethics for
Professional Accountants (“the Code”), and we have fulfilled our other ethical responsibilities
in accordance with the Code.

Other Information

The directors are responsible for the other information. The other information comprises the
information included in the Report of the Directors, but does not include the financial
statements and our auditor's report thereon.

Our opinion on the financial statements does not cover the other information and we do not
express any form of assurance conclusion thereon.

In connection with our audit of the financlal statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent
with the financial statements or our knowledge obtained in the audit or otherwise appears to
be materially misstated.

if, based on the work we have performed, we conclude that there is a material misstatement
of this other information, we are required to report that fact. We have nothing to report in this
regard. '
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INDEPENDENT AUDITOR’S REPORT
TO THE MEMBERS OF J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED (CONTINUED)
(Incorporated in Hong Kong with limited liability)

Responsibilities of Directors for the Financial Statements

The directors are responsible for the preparation of the financial statements that give a frue
and fair view in accordance with HKFRSs issued by the HKICPA and the Hong Kong
Companies Ordinance, and for such internal control as the directors determine is necessary
to enable the preparation of financial statements that are free from material misstatement,
whether due to fraud ar error.

In preparing the financial statements, the directors are responsible for assessing the
Company's ability to continue as a going concern, disclosing, as applicable, matters related
to going concern and using the going concern basis of accounting unless the directors either
intend to liquidate the Company or to cease operations, or have no realistic alternative but to
do so.

The Audit Committee is responsible for overseeing the Company's financial reporting
process. '

Auditor’s Responsibilities for the Audit of the Financial Statements

. Qur objectives are to obtain reasonable assurance about whether the financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor's report that includes our opinion. We report our opinion solely to you, as a body, in
accordance with Section 405 of the Hong Kong Companies Ordinance and for no other
purpose. We do not assume responsibility towards or accept liability to any other petson for
the contents of this report. Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with HKSAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence
the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with HKSAs, we exercise professional judgment and
maintain professional scepticism throughout the audit. We also:

« Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive fo
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control.

+ QObtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control.

« Evaluate the appropriateness of accounting policies used and the reascnableness of
accounting estimates and related disclosures made by the directors.

« Conclude on the appropriateness of the directors’ use of the going concern basis of
accounting and, based on the audit evidence abtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the
Company's ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor's report to the
related disclosures in the financial statements or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are based on the audit evidence obtained up
to the date of our auditor's report. However, future events or conditions may cause
the Company to cease to continue as a going concern. :

-5-



INDEPENDENT AUDITOR’S REPORT
TO THE MEMBERS OF J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED (CONTINUED)
{Incorporated in Hong Kong with limited liability)

Auditor’'s Responsibilities for the Audit of the Financial Statements {continued)

+ Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

We communicate with directors regarding, among other matters, the planned scope and

timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

PrIuAAGJLW‘Cé‘F‘”

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 28 April 2022



J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED

STATEMENT OF PROFIT OR LOSS AND COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31ST DECEMBER 2021

Note 2021 2020
US§'000 US$'000

Interest income 3 5,004 9,049
Interest expense ' 3 (2,597) (3,212)
Net interest income 2,407 5,83%
Net fees and commission income - 4 1,300,917 1,134,497

Net gain from financial instruments at fair value through

profit or loss 32 85
Other gain/(loss) 5 1 (153)
Total income 1,303,357 1,140,266
Operating expenses ' 6 (905,416) (790,607)
Profit before tax ‘ 397,941 349,659
Taxation 9 (65,748) (60,304)
Total comprehensive income 332,193 289,355

The notes on pages 11 to 64 are an integral part of these financial statements.



J.P. MORGAN SECURITIES {ASIA PACIFIC) LIMITED

STATEMENT OF FINANCIAL POSITION
AS AT 31ST DECEMBER 2021

ASSETS

Balances with banks

Financial assets at fair value through profit or loss
Deferred tax assets

Other assets

Fixed assets

Right-of-use assets

Total assets
EQUITY

Share capital
Reserves

Total equity
LIABILITIES
Deposits and balances from banks
Other liabilities
Lease liabilities
Taxation payable

Total liabilities

Total equity and liabilities

The notes on pages 11 to 64 are an integral part of these financial statements.

Note

11
12
13
14
15

17

16
15

2021 2020
US$'000  US$'000
2,196,675 1,580,591
17,331 27,993
21,815 19,700
268,804 261,043
292 614
76 492
2,504,993 1,890,433
527,000 527,000
1,060,504 728,311
1,587,504 1,255,311
443,807 206,233
470,291 373,845
89 559
3,302 54,485
917,489 635,122

2,504,993 1,890,433 .

Approved by the Board of Directors on 28 April 2022 and signed on its behalf.

/—W

Ho, Alan Yiu Tung
Director

/‘

™

Ray, Raj Tilak

Director



J.P. MCRGAN SECURITIES (AS!A PACIFIC) LIMITED

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31ST DECEMBER 2021

At 1st January 2020
Total comprehensive income

Transactions with owners

Employee benefit expenses for the year
(note 7)

Employee benefits recharged by
JPMorgan Chase ‘

Total transactions with owners

At 31st December 2020

Total comprehensive income

Transactions with owners

Employee benefit expenses for the year
(note 7)

Employee benefits recharged by
JPMorgan Chase
Total transactigns with owners

At 31st December 2021

Employee
Share henefit Retained
capital reserve  eamings Total
US$'000 US$000 USE000 Us$'000
527,000 69,373 369,583 965,956
— — 289,355 289,355
— 50,336 — 50,336
— (50,336) — (50,336)
527,000 69,373 658,938 1,255,311
— — 332,193 332,193
— 60,686 — 60,686
— {60,686) — (60,686)
527,000 69,373 991,131 1,587,504

The notes on pages 11 to 64 are an integral part of these financial statements.



J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31ST DECEMBER 2021

Note 2021 2020
uS$'000 Us$'000

Net cash (outflow)/inflow from operating activities 26 (141,256) 254,587

Cash flows from investing activities

Purchase of fixed assets 14 4 (137)
Sales of fixed assets ‘ 1 —
Net cash outflow from investing activities (3) (137)

Cash flows from financing activities

Principal element of lease payments 15 (25) (1,137)
Net cash outflow from financing activities (25) (1,137)
Net (decrease)/increase in cash and cash equivalents (141,284 253,313
Cash and cash equivalents at 1st January | 1,030,591 783,359
Exchange difference on cash and cash equivalents 7,368 (6,081)
Cash and cash equivalents at 31st December 896,675 1,030,591
Representing:

Balances with banks 2,196,675 1,580,591

Less: placement with bank with original maturlty more

than three months (1,300,000) (550,000)
Cash and cash equivalents at 31st December 896,675 1,030,591

The notes on pages 11 to 64 are an integral part of these financial statements.

-10 -



(a)

J.P. MORGAN SECURITIES {ASIA PACIFIC) LIMITED

NOTES TO THE FINANCIAL STATEMENTS

General information

The Company is a Restricted Licensed Bank with the Hong Kong Monetary Autherity
and a Registered Institution with the Hong Kong Securities and Futures Commission.
The Company is incorporated and domiciled in Hong Kong. The Company is engaged
in Corporate & Investment Bank related activities.

The address of its registered office is 23/F, Tower 1, The Quayside, 77 Hoi Bun Road,
Kwun Tong, Hong Kong.

The Company's parent company is J.P. Morgan Securities Holdings (Hong Kong)
Limited (incorporated in Hong Kong) and its ultimate holding company is JPMorgan
Chase & Co. (“JPMorgan Chase”, the “Group” or the “Flrm") a listed company
incorporated in the United States of America.

These financial statements have been approved by the Board of Directors on 28 April
2022,

Summary of significant accounting palicies

The principal accounting policies applied in the preparation of these financial
statements are set out below. These policies have been consistently applied to all the
years presented, unless otherwise stated.

Basis of preparation

The financial statements of the Company have been prepared in accordance with
Hong Kong Financial Reporting Standards ("HKFRSs") and requirements of the Hong
Kong Companies Ordinance Cap. 622. The financial statements have been prepared
under the historical cost convention, as modified by the revaluation of financial assets
and financial liabilities (including derivative financial instruments) at fair value through
profit or loss.

The preparation of financial statements in conformity with HKFRSs requires the use
of certain critical accounting estimates. It also requires management fo exercise its
judgment in the process of applying the Company's accounting policies. The areas
involving a higher degree of judgment or complexity, or areas where assumptions and
estimates are significant to the financial statements are disclosed in note 27.

The following amendments to standards have been adopted by the Company for the
first time for the financial year beginning on or after tst January 2021,

« Interest Rate Benchmark Reform - Phase 2 - amendments fo HKFRS 9,
HKAS 39, HKFRS 7, HKFRS 4 and HKFRS 16

The adoption of these amendments did not have any impact on the amounts
recognized in prior periods and is not expected to significantly affect the current or
future periods. '

-1 -



(a)

(b)

J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policles (continuedy)

Basis of preparation {continued)

New standards, amendments and interpretations not yet effective

Certain new accounting standards and interpretations have been published that are
not mandatory for 31st December 2021 reporting periods and have not been early
adopted by the Company. These standards are not expected to have a materfal
impact on the Company in the current or future reporting periods and on foreseeable
future transactions.

Financial assets and financial liabilities

(i) Recognition of financial assets and financial liabilities

The Company recognizes financial assets and financial liahilities when it becomes a
party to the contractual provisions of the instrument. Regular way purchases and

. sales of financial assets are recognized on the trade-date, which is the date on which

the Company commits to purchase or sell an asset.
(ii) Classification and measurement of financial assets and financial liabilities

On initial recognition, financial assets are classified as measured at amortized cost,
fair value through other comprehensive income (“FVOCI") or fair value through profit
or loss ("*FVTPL"). Financial liabilities are classified as measured at amortized cost.
The classification is based on both the business model for managing the financial
assets and their contractual cash flow characteristics. Factors considered by the
Company in determining the business model for a group of assets include past
experience on how the cash flows for these assets were collected, how the assets’
performance is evaluated and reported o key management personnel, how risks are
assessed and managed, and how managers are compensated.

Financial assets and financial liabilities measured at amortized cost

Financial assets are measured at amortized cost if they are held under a business
model with the objective to collect contractual cash flows (“Hold to Collect”) and they
have contractual terms under which cash flows are solely payments of principa!l and
interest (“SPPI”). In making the SPP! assessment, the Company considers whether
the contractual cash flows are consistent with a basic lending arrangement (i.e.
interest includes only consideration for the time value of money, credit risk, other
basic lending risks and a profit margin that is consistent with a basic lending
arrangement). Where the contractual terms introduce exposure to risk cor volatility that
are inconsistent with a basic lending arrangement, the related financial asset is
classified and measured at fair value through profit or loss. Financial assets with
embedded derivatives are considered in their entirety when determining whether their
cash flows are solely payment of principal and interest. As a result of the application
of these criteria, only debt financial assets are eligible to be measured at amortized
cost.

-12-



(b)

J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies {continued)
Financial assets and financial liabilities {(continued)

(i) Classification and measurement of financial assets and financial liabilities
(continued)

Financial assets measured at amortized cost include balances with banks and other
assets (excluding derivative assets).

Financial assets measured at amortized cost are initially recognized at fair value
including transaction costs (which are explained beiow). The initial amount recognized
is subsequently reduced for principal repayments and for accrued interest using the
effective interest method (see below). In addition, the carrying amount of financial
assets is adjusted by recognizing an expected credit loss allowance through profit or
loss.

Financial liabilities are measured at amortized cost unless they are held for trading or
are designated as measured at fair value through profit or loss. Most of the
Company’'s financial liabilities are measured at amortized cost. Financial liabilities
measured at amortized cost include deposits and balances from banks and other
liabilities (excluding derivative liabilities).

Other financial liahilities are recognized initially at fair value net of transaction costs
incurred. Other financial liabilities are subsequently stated at amortized cost; any
difference between proceeds net of transaction costs and the redemption value is
recognized in the statement of profit or loss and comprehensive income over the
period of the other financial liabilities using the effective interest method.

Allocation of the interest income or interest expense

The effective interest method is used to allocate interest income or interest expense
over the relevant period. The effective interest rate is the rate that discounts
estimated future cash payments or receipts through the expected life of the financial
asset or financial liability or a shorter period when appropriate, to the net carrying
amount of the financial asset or financial liability. The effective interest rate is
established on initial recognition of the financial asset or financial liability. The
calculation of the effective interest rate includes all fees and commissions paid or
received, transaction costs, and discounts or premiums that are an integral part of the
effective interest rate.

Transaction costs are incremental costs that are directly attributable to the acquisition,
issuance or disposal of a financial asset or financial liability.

Gains and losses arising on the disposal of financial assets measured at amortized
cost are recognized in ‘trading profit’ or other noninterest revenue as relevant.

-13-



(b)

J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies (continued)
Financial assets and financial liabilities (continued)

(iiy Classification and measurement of financial assets and financial liabilities
(continued)

Financial assets measured at fair value through profit or loss

Financial assets are measured at FVTPL if they are held for trading. Under HKFRS 9,
a financial asset is defined as “held for trading” if it is acquired or incurred principally
for the purpose of selling or repurchasing it in the near term, or forms part of a
portfolio of identified financial instruments that are managed together and for which
there is evidence of a recent actual pattern of short-term profit taking or it is a
derivative. However, such financial instruments are used by the Company
predominantly in connection with its client-driven market-making andfor for hedging
certain assets, liabilities, positions, cash flows or anticipated transactions (i.e. risk
management activities). Financial assets held for trading comprise both debt and
equity securities, derivatives and the related are unrealized gains and losses.

In addition, certain financial assets that are not held for trading are measured at
FVTPL if they do not meet the criteria 10 he measured at amortized cost or FVOCL.
Far example, if the financial assets are managed on a fair value basis, have
contractual cash flows that are not SPPI or are equity securities. The Company did
not elect to measure any equity instruments at FVOCI.

Financial instruments measured at FVTPL are initially recognized at fair value in the
balance sheet. Transaction costs and any subsequent fair value gains or losses are
recognized in profit or loss as they arise.

The Company manages cash instruments, in the form of debt and equity securities,
and derivatives on a unified basis, including hedging relationships between cash
securities and derivatives. Accordingly the Company reports the gains and losses on
the cash instruments and the gains and losses on the derivatives on a net basis in
trading profits. '

Subiject to certain criteria, the Company can designate financial assets and financial
liabilities to be measured at fair value through profit or loss. Designation is only
possible when the financial instrument is initially recognized and cannot subsequently
be reclassified. Financial assets can be designated as measured at fair value through
profit or loss only if such designation eliminates or significantly reduces a
measurement or recognition inconsistency.

Financial assets that the Company designates as measured at fair value through
profit or loss are recognized at fair value at initial recognition, with transaction costs
being recognized in profit or loss and subsequently measured at fair value. Gains and
losses on financial assets designated at fair value through profit or loss are
recognized in profit or loss as they arise.

Changes in the fair value of financial assets designated as measured at FVTPL are
recognized immediately in trading profit or loss.

-14 -



(b)

J.P. MCRGAN SECURITIES (ASIA PACIFIC) LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies {continued)
Financial assets and financial liabilities {continued)
(iif) Reclassification

The Company may choose to reclassify financial assets that would meet the definition
of trade and other receivables only when it changes its business model for managing
financial assets.

Reclassifications are made at fair value on the reclassification date. Fair value
becomes the new cost or amortized cost as applicable, and no reversals of fair value
gains or losses recorded before reclassification date are subsequently made.
Effective interest rates for financial assets reclassified to trade and other receivables
are determined at reclassification date. Further increases in estimates of cash flows
adjust effective interest rates prospectively.

(iv) Fair Value

Fair value is the price that would be received to sell an asset in an orderly transaction
hetween market participants at the measurement date.

Fair values are determined by reference to observable market prices where available
and reliable. Fair values of financial assets are based on quoted market prices or
dealer price quotations for financial instruments traded in active markets. Where
market prices are unavailable, fair value is based on valuation models that consider
relevant transaction characteristics (such as maturity) and use as inputs observable
or unobservable market parameters, including but not limited to yield curves, interest
rates, volatilities, equity or debt prices, foreign exchange rates and credit curves.
Valuation adjustments may be made to ensure that financial instruments are recorded
at fair value.

For financial assets held at fair value, most market parameters in the valuation model
are either directly observable or are implied from instrument prices. When input
values do not directly correspond to the most actively traded market parameters the
model may perform numerical procedures in the pricing such as interpolation.

The Company classifies its assets according to a hierarchy that has been established
under HKFRS for disclosure of fair value measurements. The fair value hierarchy is
based on the iransparency of inputs to the valuation of an asset as of the
measurement date. The fair value hierarchy gives the highest priority to quoted prices
(unadjusted) in active markets for identical assets (level 1) and the lowest priority to
unobservable inputs (level 3 inputs).

A financial instrument’s categorization within the fair value hierarchy is based on the
lowest level of input that is significant to the fair value measurement.

-15-
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(c)

J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies (continued)
Financial assefs and financial liabilities {(continued)
{v) Derecogniticn and write-off

Financial assets are derecognized when the rights to receive cash flows from the
financial assets have expired or have been transferred and the Company has
transferred substantially all the risks and rewards of ownership. Financial assets are
written-off when the Company has no reasonable expectations of recovering a
financial asset in its entirety or a portion thereof.

Financial liabilities are derecognized when they are extinguished - that is, when the
obligation is discharged, cancelled or expires.

(vi) Offsetting

Financial assets and liabilities are offset and the net amount reported in the statement
of financial position when there is a legally enforceable right to offset the recognized
amounts and there is an intention to settle on a net basis or realize the asset and
settle the liability simultanecusly. The legally enforceable right must not be contingent
on future events and must be enforceable in the normal course of business and in the
event of default, insolvency or bankruptcy of the company or the counterparty.

Impairment of financial assets

The Company establishes an expected credit loss ("ECL") for financial assets to
ensure they are reflected in the financial statements at the Company’s best estimate
of the net amount expected to be collected. The ECL is determined on in-scope
financial instruments measured at amortized cost or FVOCI. ECLs are measured
caollectively via a portfolio-based (modeled) approach for Stage 1 and 2 assets but are
generally measured individually for Stage 3 assets. ECLs are forecasted over the 12-
month term (Stage 1) or expected life (Stage 2 or 3) of in-scope financial instruments,
where the forecast period includes the reasonable and supportable (R&S) forecast
period, the reversion period and the residual period and considers the time value of
money. These topics are discussed in more detail in the sections below.

Determining the appropriateness of the allowance is complex and requires judgment
by management about the effect of circumstances that are inherently uncertain.
Further, estimating the allowance involves consideration of a range of possible
outcomes, which management evaluates to determine its best estimate. Subsequent
evaluations, in light of the circumstances then prevailing, may result in significant
changes in the ECL in future periods.

The Company must consider the appropriateness of decisions and judgments
regarding methodology and inputs utilized in developing estimates of ECL each |
reporting period and document them appropriately.

Note 21(a) provides more detail for how the expected credit loss allowance is
measured.

-16 -



(d)

(e)

M

J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED

NOTES TC THE FINANCIAL STATEMENTS

Summary of significant accounting policies (continued)
Fixed assets

Fixed assets are stated at historical cost less accumulated depreciation and
accumulated impairment losses. Historical cost includes expenditure that is directly
attributable to the acquisitions of the items. Subsequent costs are included in the
asset’s carrying amount or are recognized as a separate asset, as appropriate, only
when it is probable that future economic benefits associated with the item will fiow to
the Company and the cost of the item can be measured reliably. All other repairs and
maintenance are charged to the other operating expenses during the financial period
in which they are incurred.

Depreciation is calculated to write off the cost of the fixed assets over thelr estimated
useful lives on a straight line basis at the following annual rates:

12%2% or over remaining life upon expiry of
Leasehold improvements the lease, whichever is shorter

Furniture and equipment 12%:% - 33":%

At each statement of financial position date, both internal and external sources of
information are considered to assess whether there is any indication that fixed assets
are impaired. If any such indication exists, the recoverable amount of the asset is
estimated and where relevant, an impairment loss is recognized to reduce the asset
to its recoverable amount. Such impairment losses are recognized in the statement of
profit or loss and comprehensive income.

The gain or loss on disposal of fixed assets is the difference between the net sales -
proceeds and the carrying amount of the relevant assets, and is recognized in the
statement of profit or loss and comprehensive income.

Cash and cash equivalents

Cash and cash equivalents include cash on hand, deposits held at call with financial
institutions, other short-term and highly liquid investments with original maturities of
three months or less that are readily convertible to known amounts of cash and which
are subject to an insignificant risk of changes in value.

Derivative financial instruments

Derivatives are initially recognized at fair value on the date on which a derivative
contract is entered into and are subsequently remeasured at their fair vaiue. Fair
values are obtained from quoted market prices in active markets, including recent
market transactions and valuation techniques. All derivatives are carried as assets
when fair value is positive and as liabilities when fair value is.negative.

The Company's derivatives are entered into for trading purposes and are over-the-
counter derivatives. Changes in the fair value of any derivative financial instruments
that qualify for trading are recognized immediately in the statement of profit or loss
and comprehensive income.
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J.P. MORGAN SECURITIES {ASIA PACIFIC) LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies (continued)
Foreign currency translation
(i) Functional and presentation currency

items included in the financial statements of the Company are measured using the
currency of the primary economic environment in which the entity operates (“the
functional currency™).

The financial statements are prepared in United States dollars ("*USD"), which is the
Company's functional and presentation currency.

(i) Transactions and balances

Non-USD transactions are translated into USD using the exchange rates at the dates
of the transactions. Foreign exchange gains and losses resulting from the settlement
of such transactions and from the translation of monetary assets and liabilities
denominated in foreign currencies at year-end exchange raies are generally
recognized in the statement of profit or loss and comprehensive income.

Leases (as lessee)

Leases are recoghized as a right-of-use asset and a corresponding liability at the date
the leased asset is available for use by the Company.

Assets and liabilities arising from a lease are initially measured on a present value
basis, lease liabilities include the net present value of fixed payments (including in-
substance fixed payments), less.any lease incentive receivable.

Lease payments to be made under reasonably certain extension options are also
included in the measurement of the liability. Extension and termination options are
included in 2 number of property leases across the Company. These terms are used
to maximize operational flexibility in terms of managing contracts. The extension and
termination options held are exercisable only by the Company and not by the
respective lessor. '

The lease payments are discounted using the interest rate implicit in the lease. If that
rate cannot be readily determined, which is generally the case for leases in the
Company, the lessee's incremental borrowing rate is used, being the rate that the
individual lessee would have to pay to borrow the funds necessary to obtain an asset
of similar value to the right-of-use asset in a similar economic environment with
similar terms, security and the conditions.
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J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies {(continued)
l.eases (as lessee) (continued)
To determine the incremental borrowing rate, the Company:

. where possible, uses recent third-party financing received by the individual
lessee as a starting point, adjusted to reflect changes in financing conditions
since third party financing was received,

. uses a build-up approach that starts with a risk-free interest rate adjusted for
credit risk for leases held by the Company, which does not have recent third
party financing, and

. makes adjustments specific to the lease, e.g. term, country, currency and
security.

Lease payments are allocaied between principal and interest expense. The interest
expense is charged to profit or loss over the lease period so as to produce a constant
periodic rate of interest on the remaining balance of the liability for each period.

Right-of-use assets are measured at cost comprising the following:

. the amount of the initial measurement of lease liability

. any lease payment made at or before the commencement date less any lease
incentives received

. any initial direct costs, and

. restoration costs.

Right-of-use assets are generally depreciated over the shorter of the asset's useful
life and the lease term on a straight-line basis. if the Company is reasonably certain
io exercise a purchase option, the right-of-use asset is depreciated over the
underlying asset's useful life.

Interest income and expense
Interest income and expense for all interest-bearing financial instruments are
recognized in the statement of profit or loss and comprehensive income using the

effective interest method.

The effective interest method is a method of calculating the amortized cost of a
financial asset or a financial liability and of allocating the interest income or interest

- expense over the relevant period. The effective interest rate is the rate that exacily

discounts estimated future cash payments or receipts through the expected life of the
financial instrument or, when appropriate, a shorter period to the net carrying amount
of the financial asset or financial liability. When calculating the effective interest rate,
the Company estimates cash flows considering ali contractual terms of the financial
instrument (for example, prepayment options) but does not consider future credit
losses. The calculation includes all fees and commissions paid or received between
parties to the contract that are an integral part of the effective interest rate, transaction
costs and all other premiums or discounts.
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J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies (continued)
Interest income and expense (continued)

Once a financial asset or a group of similar financial assets has been written down as
a result of an impairment loss, interest income is recognized using the rate of interest
used to discount the future cash flows for the purpose of measuring the impairment
loss.

Fee and commission Income and expense

Fees and commission income are recognized on an accrual basis in accordance with
the terms of the underlying agreements and mandates.

For commission income, the Company acts as a broker, facilitating its clients'
purchase and sales of securities and other financial instruments. It collects and
recognizes brokerage commissions as revenue upon occurrence of the client
transaction.

Investment banking revenue includes debt and equity underwriting and advisory fees.
Underwriting fees are recognized as revenue typically upon execution of the client’s
transaction. Debt underwriting fees also include credit arrangement and syndication
fees which are recorded as revenue after satisfying certain retention, timing and yield
criteria. Advisory fees are recognized as revenue typically upon execution of the
client's transaction.

Current and deferred income tax

The income tax expense or credit for the period is the tax payable on the current
period’s taxable income based on the applicable income tax rate for each jurisdiction
adjusted by changes in deferred tax assets and liabilities attributable to temporary
differences and to unused tax losses.

The current income tax charge is calculated on the basis of the tax laws enacted or
substantively enacted at the end of the reporting period in the countries where the
Company operates and generates taxable income. Management periodically
evaluates positions taken in tax returns with respect to situations in which applicable
tax regulation is subject to interpretation. It establishes provisions where appropriate
on the basis of amounts expected to be paid to the tax authorities.

Deferred income tax is provided in full, using the liability method, temporary
differences arising between the tax bases of assets and liabilities and their carrying
amounts in the financial statements. However, the deferred income tax is not
accounted for if it arises from initial recognition of an asset or liability in a transaction
other than a business combination that at the time of the transaction affects neither
accounting nor taxable profit or loss. Deferred income tax is determined using tax
rates (and laws) that have been enacted or substantially enacted by the end of the
reporting period and are expected to apply when the related deferred income tax
asset is realized or the deferred income tax liability is settled.

-20-



(k)

(N

J.P. MORGAN SECURITIES (ASIA PACIFIC) LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies (continued)
Current and deferred income tax (continued)

Deferred tax assets are recognized only if it is probable that future taxable amounts
will be available to utilize those temporary differences and losses.

Deferred tax assets and liabilities are offset where there is a legally enforceable right
to offset current tax assets and liabilities and where the deferred tax balances relate
to the same taxation authority.

Employee benefits
(i) Employee leave entitlements

Employee entitlements to leave (including annual, marriage, sick, maternity, and
paternity etc.) are not accrued for but are recorded as incurred. In general, the
employees are not allowed to carry forward any unutilized leave to the next year,
except with the approval from the head of the respective departments. Any approved
carried forward annual leave have to be taken by the end of the first quarter in the
next year.

(i) Profit sharing and bonus plans

There are no profit sharing plans in relation to the performance of the Company itself.
The Company has a discretionary bonus plan which is based on the performance of
the individual as well as the performance of the Group. Liabilities for payments under
the discretionary bonus plan due within twelve months after the statement of financial
position date are recognized when the Company has a present legal or constructive
obligation as a result of services rendered by employees and a reliable estimate of
the obligation can be made.

(iiiy Pension obligations

The Company offers a mandatory provident fund scheme and a defined contribution
plan to the employees. The scheme and the plan are generally funded by payments

“from employees and/or by the Company.

Forfeitures arising from departures of employees with defined contribution plan whose
benefits have not fully vested is recognized by the Company in the statement of profit
or loss and comprehensive income in the year they occur. The Company's mandatory
contributions to the mandatory provident fund are vested immediately and thus there
are no forfeitures.
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NOTES TO THE FINANCIAL STATEMENTS

Summary of significant accounting policies {centinued)
Employee benefits (continued)
(iv) Equity compensation benefits

The incentive compensation benefits are determined by JPMorgan Chase. The
following schemes are applicable to the employees of the Company:

(a) Restricted stock/unit awards

A restricted stock/unit award is the right to be vested in a specific number of
shares of JPMorgan Chase common stock on a specific date(s), provided
that the employee meets the grant's restriction requirements. The shares will
vest based on the schedule on the Award Agreement and are subject to the
related Terms and Conditions of the award, including continued emplayment.
Employees granted restricted stock are shareholders and having voting
rights; however, employees granted restricted stock units do not have voting
rights until after the shares become vested and delivered to the employee.
Currently JPMorgan Chase grants restricted stock units.

(b) Nonqualified stock option

A nonqualified stock option is a stock option giving the employee (the
“Grantee”) the right to buy a share of stock at a fixed price. This fixed price is
called the "grant price” or “exercise price.” The grant price generally equai